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Foreword

If you’re reading this report, congratulations.
It’s likely you already understand the impact
that data and analytics (D&A) is having on
companies’ performance today. You also are
part of the fast growing majority of business
leaders who understand that D&A strategies
are increasingly part of a company’s broader
strategic business plan. In recent years, you
may well have seen D&A strategies become
“business as usual” in the C-Suite, through-
out organizations, and among those who are
working directly with customers, channel
partners, and suppliers.

In an effort to expand the scope of thinking about
D&A, KPMG commissioned this forward-thinking
perspective into the value of data and analytics.

We wanted to broaden the concept of organizational
value and to understand how those who control
investment dollars view the value of data and ana-
lytics. Our hypothesis was that companies that in-
vest strategically in D&A technologies and talent will
eventually improve business and operating models,
thus achieving stronger competitive positions and
market valuations.
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We wanted to understand how those
who control investment dollars view the
value of data and analytics.

KPMG worked with Institutional Investor Research
to survey and interview investors and sell-side
analysts in an effort to examine their views on the
use of data and analytics (D&A) by public companies.
Why this approach? Because we believe that no

one knows what moves share prices as well as insti-
tutional investors and the equity analysts who ad-
vise them. And we believe that this insight will help
guide our clients along a path to wiser decisions.

We sought to understand:

» How does D&A inform investors’ and analysts’
decision making?

» Do they see D&A as a source of revenue growth,
cost containment, product and business-model
innovation, risk management, or other factors?

» How do investors get information about com-
panies’ ambitious use of data and technology?

* How well do companies explain their D&A
strategies to shareholders and analysts?

This research offers important findings on the out-
look for industries and those who seek to establish
or preserve competitive advantage. D&A will in-
deed alter the competitive landscape—rewarding
some companies and punishing others—especially
in the longer term. Investors and analysts see great-
est opportunity for companies to use D&A to
improve operating performance, along with topline
growth and product innovation.

We believe no one knows what moves
share prices as well as institutional
investors and the equity analysts who
advise them.

What seems to be missing, say study participants,
is a close integration of data and analytics into

companies’ broader business strategies—and also
clear and concise explanations of this integration.

We hope you find the results of this research

valuable and look forward to discussing their impli-
cations with you.
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Welcome to “the battlefield of the future”

Investors who control large institutional port-
folios and the equity analysts who advise them
believe the use of data and analytics (D&A)
has a substantive and often dramatic impact
on the companies and sectors they cover. D&A
will alter the competitive landscape—reward-
ing some companies and punishing others—
especially in the longer term.

In response to companies’ more ambitious use of
data and analytics, investors and analysts alike
expect that D&A will play a greater role in invest-
ment decision making and valuation. “Across all
industries, there’s no escaping it,” says an investor
focused on the technology industry.

Nearly one in four investors and analysts report
changing an investment decision or valuation as a
result of a company’s data and analytics strategy,
according to a 2015 survey of more than 250
portfolio managers, analysts, research directors, and
other decision makers at large financial institutions.
Their enthusiasm for D&A is poised to grow
substantially in the years ahead, as 45% of survey
respondents anticipate relying on companies’ D&A
strategies as a major factor in their decision making.

Investors have always taken a keen interest in how
companies deploy new equipment and innovation
to generate revenue, control cost, and mitigate risk.
But as technology becomes increasingly embedded
in nearly all types of business activities, companies
can realize —or overlook — great value from the data
generated by new technology.

What'’s behind this growing interest in data and ana-
lytics? Technologists’ have argued that, with enough
software and computing power, Big Data will yield a
new world of valuable insight into commercial, so-
cial, medical, and economic behavior. In this study,
we sought to understand how those who control
investment dollars view the value of data and ana-
lytics. Do they pay attention to D&A, and if so, how
does it inform their decision making? Do they see
D&A as a source of revenue, cost containment, in-
novation, risk management, or other factors? Simi-
larly, how do investors get information about com-
panies ambitious use of data and technology? These
are among the questions we sought to examine in
this study.

Big Data will yield a new world of
valuable insight into commercial, social,
medical, and economic behavior.

To do so, we surveyed 130 investors from buy-side
firms such as pension funds, foundations and en-
dowments, sovereign wealth funds, mutual funds,
asset management firms, and insurance companies.
Similarly, we surveyed 130 sell-side analysts at bro-
ker-dealers, who offer investment opinions on par-
ticular companies, sectors, and strategies to buy-side
firms. We supplemented this quantitative research
with a series of interviews with investors and ana-
lysts. See page 11 for a more complete discussion of
the methodology of this study.
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D&A's impact on investment
decisions will grow

Have you changed your valuation or
investment opinion of a company as a result
of its D&A strategy in the last 12 months?

24%
A4

® Yes

Are you likely to change your valuation
or investment opinions as a result of D&A
strategies over the next two years?

38% 7%

©® Somewhat likely
® Very Likely



More on “the battlefield of the future”

Many investors are likely to use companies’
D&A strategies in investment decision making
in the years ahead. What do these investors
know? “Data is the battlefield of the future.
[It can] create huge efficiencies and a massive
advantage, especially for global multinational
companies,” says one portfolio manager.

Like other shifts in technology—think of the rise of
the PC in the 80s, the Internet since 1995, and wire-
less connectivity most recently—data and analytics
is disrupting the competitive dynamics of markets
and companies. And like other catalysts of market
disruption, D&A will create opportunities for inno-
vation from new entrants and pose threats to mar-
ket incumbents that are less able to extract value
from the data that underlies their businesses.

Data and analytics “is going to favor the incumbents
initially,” says a buy-side analyst focused on health
care. In his view, “first movers that can collect more
data are going to create a high hurdle” for new mar-
ket entrants, and, in the near term, large companies
that have the infrastructure to support ambitious
D&A initiatives are likely to prevail. In the longer
term, he says, “It’s going to evolve. Initially we’ll see
some first-mover advantages, but, over time, that
will erode very quickly, much like you see in tech-
nology sectors.”

Amid this disruption lies great opportunity that
can be realized through sophisticated application of
data and analytics. A portfolio manager in Austra-
lia explains how the expansion strategy of a global
shipping and logistics firm is threatened by new

data-centric competitors. He cites new data-driven
companies that are “100% more appealing” than
capital-intensive incumbents with big investments
in fixed assets.

“This global shipping company has huge ware-
houses, networks, and fleets of airplanes and trucks.
It’s a very asset-heavy company, whereas the newer
companies have a greater focus on software. They’re
much more ‘asset-light.”” As a result, he says, these
new companies are able to respond to market
opportunities faster and to achieve higher returns
by drawing on, rather than duplicating, the asset

“First movers that can collect more
data are going to create a high hurdle”
for new market entrants, and, in the
near term, large companies that have
the infrastructure to support ambitious
D&A initiatives are likely to prevail.

networks that are currently in place. “I think their
speed to market is quicker. Their returns on capi-
tal are far higher. Their scale is much better. It’s not
about rolling out this huge network of assets. They
don’t need to reinvent this network. They just need
a more efficient software platform. That’s hugely ap-
pealing to investors, I think, because the companies
can grow a lot faster. They’ve got a huge competitive
advantage, and investors get superior returns. Their
return on capital is just massive.”
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D&A has a visible effect on
company performance...

49%

D&A has already D&A will deliver
delivered better better business
business performance over

performance the next 2 years

«.and will disrupt the competitive
dynamics of industry sectors

54%

37%

Dramatic Dramatic
or moderate or moderate
disruption in next disruption in next

12 months 3 years



Strategies for navigating disruption

As D&A reshapes the competitive dynamics of
industry sectors, investors and analysts remain
focused on finding great new investment op-
portunities and monitoring companies’ financial
and operating performance in search of latent
strengths and weaknesses. Indeed, no one
knows what moves share prices as well as inves-
tors and equity analysts. With this in mind, we
asked survey respondents how the application
of D&A to achieve various business objectives
would affect their investment opinions. In ag-
gregate, investors and analysts respond most
favorably to D&A’s application to cost-related
operating activities.

But investors’ and analysts’ views about how D&A
could best be used differ according to the sectors on
which they focus. One buy-side investor lauds a well-
known retailer for its use of D&A to cultivate custom-
er loyalty and to price dynamically. “Here’s a huge
department store in an industry that is very tough,
very competitive, using its data to offer customers
discounts specific to their tastes,” says this portfolio
manager focused on consumer and retail industries.
“When you’re walking around in the store, they are
able to track where you're going and then use that
data in the future.” With the aggregated data, the
company can ask, “What do you like? Which areas
of the store did you visit? Which products were you
looking at?” he says. “That’s a huge advantage in
industries like retail that are very competitive. Com-
panies that use data smartly can create a huge com-
petitive advantage, gain market share, and improve
customer loyalty.”

Similarly a U.S. hedge fund partner cites a European
manufacturer of women’s clothing that scans photo-
graphs published by users on social networks to
identify popular colors. By using such information

to test new designs and colors, the company is able
to bring new products to market “in less than two
months, whereas the normal department store will
take a year” to do so. “The company,” he continues,
“is gathering information from users really quickly,
pretty much like guerrilla marketing, and then incor-
porating it into its construction and production really
fast.” As a result, the company “can catch trends and
ride them a lot faster. It becomes a trend maker as
opposed to a trend follower. And usually, you’ll find,
the trend followers will have problems.”

Two leading vendors of industrial automation gear
earn high praise from analysts. One firm’s “huge in-
stalled base of industrial automation controls gener-
ates critical manufacturing data, which can be used
to build insights and improve customers’ operations,”
says a sell-side analyst, while another cites a close
competitor of the company, saying, “It has moved
quickly to be a prominent force in the industrial In-
ternet. It aligns resources with market opportunity
and has developed a platform for industrial data and
analytics.”

Across sectors, investors and analysts also reveal
that they expect D&A strategies to be a part of a com-
pany’s broader strategic plan. Various respondents
focused on the financial services sector, for example,
criticize a well-known credit card issuer for devoting
resources to unrelated businesses while overlooking
valuable sources of customer information. Says one
investor, “Despite a huge trove of customer data, [this
card issuer] prefers to spend on nonadjacent lending
businesses.”
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Would a company’s use of D&A to

achieve these objectives affect your
investment opinion favorably?

GROWTH

Deploy dynamic pricing of
products and services

Segment customers and tailor
offerings based on purchasing
or credit behavior

Develop and test products
and services faster

Develop new business models
and information-based products
and services

Forecast business
performance faster

PROFITABILITY

Improve operating performance

by controlling costs, shrinking
inventory, and allocating resources
optimally

Use algorithms to aid or replace
human decision making

RISK MANAGEMENT

Limit supply chain risk by mining
data from transactions with
partners, suppliers, and vendors

Expose fraud and irregular
business practices among
customers, employees, suppliers,
and partners

55%

52%

52%

51%

51%

62%

26%

51%

47%



Business strategy—not data—is the weak link

The massive investments in IT over the last gen-
eration have in many cases paid off. The flood
of money from both customers and investors
has built a vibrant high technology sector, which
develops new products used by firms and con-
sumers alike in nearly all their activities. These
activities generate vast troves of data which, if
accessible, are ripe for harvest by D&A applica-
tions. Investors and analysts reveal, however,
that while companies generally have ready ac-

the data in planning a strategy.” Deriving strategic
value from data is a formidable challenge for com-
panies, he explains. “You’ve got to become much
more customer-focused on what type of data you're
collecting and how you use it. Even how you dis-
play it matters. You’ve got to be able to make sense
of it. There’s just so much stuff that can be gathered
today.” The pressing question to answer, he says,
is: “How do I actually put this data into something

transaction-level data on day-to-day business activi-
ties and have adequate or better technical abilities to
mine and analyze data.

What's missing, it seems, is the integration of these
building blocks into a strategy for data and analytics
that supports business strategy. Fully 40% of ana-
lysts and investors say the companies in the sectors
they cover don’t devote enough attention to D&A

cess both to data and the tools to analyze it,
their integration of data, analytics, and business

strategy often falls short.

that’s sensible—that someone’s going to be able to
use—and get that competitive advantage from it?”

Investors and analysts have broad faith in the quality
of data and technical capabilities of the companies in

strategy. Technology teams have done their part by
providing access to data and the technology to distill
value from it. The hard work that remains, however,
is the business problem of integrating data, technol-
ogy, and business strategy.

their sectors. Nine in ten respondents say companies
have adequate or excellent confidence in their data
on operating activities. Nearly 80% of respondents
say companies have access to timely and accurate

According to a portfolio manager in Asia, “data is a
huge advantage for a company, but it’s not just all
about the collection of data. It’s about how you use

Time and attention devoted to D&A strategy Confidence in Data mining and Access to timely,
operating data analysis capabilities transaction-level data
%
i 9% 67%

22%
N

16%
l'i

11%
-

10%
J

58%

229%
) 9%
|I| [

® Poor ® Adequate ® Excellent

@ Not enough
@ Appropriate
©® Too much
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Demonstrate the business value of D&A strategy

While companies, investors, and analysts have
high hopes for data and analytics in the years
ahead, they seem to struggle to express and

to understand how D&A will shape their world.
What’s missing? A sophisticated discussion
between the providers and users of D&A informa-
tion on the metrics, benchmarks, and standards
for evaluating data and analytics.

In the last 12 months, just more than half (56%) of
respondents have had one or more companies proac-
tively present them with information about their D&A
strategies. In addition, investors and analysts believe
companies seldom do a good job of explaining how
D&A contributes to their overall business strategies;
only 40% of all respondents say companies in their
sector explain D&A strategies very or even fairly well.

Companies that tell their D&A stories to investors and
analysts persuasively are at a clear advantage. “We
want to hear about data and how companies are using
it. We want to know that they’re factoring it in and
they’ve built the business case internally for using
data to build competitive advantage,” says an Austra-
lian portfolio manager. If a company’s management
has little to say about D&A, “we question it and weigh
it. We ask ourselves, ‘Is it going to be a huge competi-
tive disadvantage if they’ve got no strategy?”

How can companies tell their D&A stories
more effectively?

As the interest in D&A strategy and expectations of
its disruptive influence across sectors rise, compa-
nies should ensure the links between D&A and their
broader business strategy are clear. Survey respon-

dents’ comments reveal a few important lessons for
companies in the discipline of D&A presentation:

Make your D&A information clear and concrete.
Use “fewer trendy buzzwords” and offer “simple
and straightforward explanations,” advises an
analyst covering technology. Others advise com-
panies to “be transparent in releases about data
and analytics” and to “demonstrate by example.”

Offer investors and analysts who are more D&A
savvy detailed but relevant D&A information.

An investor who follows consumer businesses
suggests companies offer “analyses of strategic
plans with clear measures of achieving financial
and operational goals, as well as standards and
tolerances in risk management.” And an inves-
tor focused on technology says investors seek “the
‘why’ of the market position and better explana-
tions of what the data shows. We want companies
to actually talk about D&A strategy, rather than

Have companies in your sector
proactively presented information to you
on their use of D&A?

® Yes
@ No
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being vague.” Similarly, an investor focused on
financial services calls for companies to “let IT-
competent people present” their D&A strategies.

« Focus on business outcomes—the ultimate contri-
butions to financial and operating performance
made by D&A efforts—rather than on intermediate
steps or processes. A technology-focused investor
suggests companies describe “how the use of data
has differentiated the firm from others.” Similarly,
an analyst focused on financial services companies
recommends that companies explain “how D&A
spending has improved your performance.”

However, companies beware: It is probably impossible
to apply all of this advice in the same D&A presenta-
tion. The reason, of course, is that these comments are
from investors and analysts who themselves have dif-
ferent levels of D&A sophistication and knowledge.
Realizing this provides yet another excellent tip about
presenting your D&A story: Know the level of D&A so-
phistication of your audience.

How well do companies in your
sector explain their D&A strategy?

K

® Very well

® Fairly well
©® Poorly

® Notatall



Investors recognize the complexity of D&A

In this early stage of D&A, investors and analysts
are still figuring out how to get the D&A infor-
mation they consider important to their decision
making. And since data and analytics is as much
a matter of business strategy as it is technology,
investors use an expansive, unstructured
approach to evaluating it.

As in other highly valuable forms of analysis, inves-
tors and analysts assemble a mosaic of information
from many sources and look for patterns when eval-
uating data and analytics. And survey respondents
by a wide margin say they use an unstructured rath-
er than structured approach to D&A analysis.

This unstructured approach comes in many forms,
say buy-side and sell-side respondents. “We look
into the company’s data culture, look at who owns
the data, think about the opportunity to improve
operations with the use of data and analytics, but
also consider the opportunity to monetize the data
and generate new revenue,” says a sell-side analyst
who covers capital goods and industrials. An inves-

How formal and structured is your process for reviewing

and analyzing D&A strategies?

39% 14%
A
N\

1 2 3

Very unstructured

22%

tor focused on energy companies says that, when
making investment decisions, investors should
compare the data holdings of different companies:
“How does their data compare? What are the as-
sumptions and benchmarks they’re using?”

Respondents also advise caution when reviewing the
technical dimensions of companies’ D&A strategies.
One investor focused on the financial sector says,
“You need to be skilled at IT to understand D&A
strategies.” An investor focused on the technology
industry advises peers evaluating companies’ D&A
to “read out of the data, not into it.” And a sell-side
analyst focused on financial services says, “Look for
robust, scalable data and analytics systems, especial-
ly for newly public companies and companies that
are growing to large-cap size.”

Respondents’ experience in acquiring good informa-
tion to weigh in their decision making is at best
uneven. In the last 12 months, when considering po-
tential investments in their sectors of interest, only
half of buy- and sell-side respondents proactively
sought information about at least one company’s use

of D&A. And sell-side analysts’ coverage of D&A
seems to fall short of investors’ expectations nearly
60% of the time, according to buy-side investors.
Nearly 70% of sell-side analysts say their clients
have expressed minimal or no interest in D&A.

Why might analysts and investors have such tepid
reactions to each other’s approach to D&A? Perhaps
because sell-side analysts do not see investors’ inter-
est in data and analytics directly. Instead, what they
likely see directly is investors’ “show me the money”
enthusiasm for a company’s business performance,
which is, of course, the result of its strategies, includ-
ing its D&A strategy.

In the words of the VP of research at a U.S. asset
management firm, “We’ll never say, “‘We’re not going
to invest in a company because it’s bad in D&A,’ but
we certainly wouldn’t invest because a [drug] com-
pany hadn’t brought any new drugs to the pipeline in
the last couple years, and poor data might be one of
ten reasons” for this poor performance. As investors
progress in their D&A maturity, they are likely to
express their interest in D&A more directly.

How well do 4%
sell-side analysts in .
your sector cover
o o, D&A strategies?
18% 7% 80/
(0]
® Very well
4 5 ® Fairly well
v tructured ©® Poorly
ery structure ® Not at all
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The road ahead for D&A

D&A is already changing the competitive dy-
namics across sectors—and the effects are
likely to increase dramatically in the next
three years. Some companies will be reward-
ed. Others will be punished. The path to suc-
cess is tied to applying data and analytics to
business strategy.

Any disruption of competitive dynamics brings with
it opportunities and risk. Such is the case with the
disruption—across all industries—that has begun to
be felt due to companies’ use of data and analytics.
As a result, we are already seeing D&A winners and
D&A losers. And, in the years to come, many more
companies will fall into one of these two ranks.

How can a company ensure its place among those
that successfully realize the opportunities offered by
D&A? The results of this research study suggest the
following guidelines:

» Apply D&A to the business objectives that are
aligned with core strategy. Investors and analysts
most strongly support—with increased company
valuations—the use of D&A strategies to accom-
plish different business objectives in different
industries. The most beneficial D&A-driven objec-
tives are likely to differ from company to compa-
ny. The question is, How does D&A support and
reinforce overall business strategy?

« Realizing the opportunities of D&A is largely a
strategic problem, not an IT problem. Build the
right D&A business strategies out of your data
and analytics capabilities, to achieve your chosen
objectives. Having high-quality data and analyti-
cal capabilities is not enough.

« Effectively communicate D&A strategies and re-
sults to investors and sell-side analysts. Because
companies often explain their use of D&A poorly
or not at all, those that tell their D&A stories well
to this audience are at a clear advantage. As one

The most beneficial D&A-driven
objectives are likely to differ from
company to company. The question is,
How does D&A support and reinforce
overall business strategy?

Australian portfolio manager says, “We want to
hear about data and how companies are using

it. [If a company’s management has little to say
about D&A,] we ask ourselves, ‘Is it going to be a
huge competitive disadvantage if they’ve got no
strategy?”

Be assured that investors and analysts are al-
ready factoring companies’ D&A efforts into
their investment decisions and valuations. Of all
respondents, nearly half says that they are, in
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the next two years, very or somewhat likely to
change investment opinions as a result of com-
panies’ D&A strategies. This is a striking in-
crease from the 24% who did so during the last
year—and could have a meaningful impact on
company valuations.

As the payoff from companies’ effective D&A
strategies becomes more visible and the influ-
ence that companies’ D&A plays in investors’ de-
cision making increases, we can also expect:

Investors and sell-side analysts to seek more and
better D&A information proactively from com-
panies

Analysts to improve their overall coverage of
companies’ D&A

The companies with which you compete to be-
come better at explaining their D&A strategies to
investors and analysts

For companies across all industries, D&A will soon

be,

as one portfolio manager for a large Australian

asset management firm says, “the battlefield of the
future.” It would serve companies, investors, and
analysts well to be ready.



In 2015, KPMG commissioned the Custom Research Group at Institutional Investor
Research (IIR) to examine investors’ and sell-side analysts’ views on the use of data
and analytics (D&A) by public companies. We surveyed 260 investors and sell side
analysts and supplemented the survey findings with interviews with six investors
and four sell side analysts.
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